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3. Lynch Printing Company determines that a printing press used in its operations has
suffered an impairment in value because of technological changes. An entry to record the
impairment should

a. recognize extra depreciation expense for the period.

b. include a credit to the equipment accumulated depreciation account.

c. include a credit to the equipment account.

d. not be made if the equipment is still being used.

4. The preemptive right of an ordinary shareholder is the right to
a. share proportionately in corporate assets upon liquidation.
b. share proportionately in any new issues of stock of the same class.

c. receive cash dividends before they are distributed to preference shareholders.
d. exclude preference shareholders from voting rights.

5. Categories of equity include all of the following except
a. Non-controlling interest.

b. Accumulated other comprehensive income.

¢. Liquidating dividends.

d. Treasury shares.
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8. What is the objective of general-purpose financial reporting?

 a. to provide financial information about the reporting entity that is useful to present and
potential equity investors, lenders, and other creditors in making decisions in their
capacity as capital providers.

b. to provide companies with the option to select information that favors one set of
interested parties over another.

c. to provide users with financial information that implies total freedom from error.

d. to provide a metric for financial information used to determine when the boundary

between two or more entities should be disregarded and the entities considered to be
a licensing arrangement.

9. In the conceptual framework for financial reporting, what provides “the why”—the
purpose of accounting?

a. Recognition, measurement, and disclosure concepts such as assumptions, principles,
' and constraints

b. Qualitative characteristics of accounting information

c. Elements of financial statements

d. Objective of financial reporting
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= -~ State the accounting assumption, principle, qualitative characteristic, or constraint that is
most applicable in the following cases. (16%)

1. All payments less than €25 are expensed as incurred.

2. The company employs the same inventory valuation method from period to period.

3. The cost of material and labor for producing a product are carried into the future if the
revenue from the product will be recognized in the future.

4. Ability to add 1985 dollar amounts to 2020 dollar amounts without any adjustment.

5. The company president’s salary is charged to expense each year.

6. Financial statements are prepared each year. .

7. A trade-off is made between sufficient detail and sufficient condensation when preparing
financial reports.

8. Personal transactions of the proprietor are distinguished from business transactions.
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g ~ TKU Company owns land that it purchased at a cost of £600,000 in 2019. The company
chooses to use revaluation accounting to accéunt for the land. The land’s value fluctuates as

follows (all amounts as of December 31): 2019, £675,000; 2020, £540,000; 2021, £580,000; and
2022, £615,000. (12%)

Instructions .

Prepare the journal entries to record the revaluation of the land in each year.
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